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The Department of Planning and Budget (DPB) has andyzed the economic impact of this
proposed regulation in accordance with Section 9-6.14:7.1.G of the Administrative Process Act
and Executive Order Number 25 (98). Section 9-6.14:7.1.G requires that such economic impact
andysesinclude, but need not be limited to, the projected number of businesses or other entities
to whom the regulation would gpply, the identity of any localities and types of businesses or
other entities particularly affected, the projected number of persons and employment positions to
be affected, the projected costs to affected busnesses or entities to implement or comply with the
regulation, and the impact on the use and vaue of private property. The andyss presented
below represents DPB’ s best estimate of these economic impacts.

Summary of the Proposed Regulation

The Department of Environmenta Qudity (DEQ) proposes to add substantive provisions
to Article 8 of this regulation, which appliesto certain types of large capacity fue burning
equipment that can be classfied as eectric generating unit (EGU) or non-dectric generating unit
(Non-EGU). EGUs and Non-EGUs include combustion turbines, indudtria boilers, and interndl
combugtion engines. The mogt significant change to Article 8 is the establishment of specific
emission standards for nitrogen oxide (NOKX) for these types of equipment. The proposed
regulation will aso remove certain provisons from Article 4, which applies to sources not
covered by other rules. Article 4 does not set specific emission standards but is a procedurd rule
to form the basis for making case-by- case Reasonable Available Control Technology (RACT)
determinations. The Environmental Protection Agency’s (EPA) disapproval of specified
provisions under Article 4 isthe impetus for the proposed changes to this article. The proposed
substantive changes to this regulation are listed more specificaly below:
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Changes under Article 8 (Rule 4-8)

i-) Adding provisons which establish emisson standards for nitrogen oxides from dectric
generating units and non-electric generating units.

ii-) Adding provisons for aNOx emisson compliance demondration thet allow emisson

rate averaging.

ii-)  Adding provisons for aplan, gpproved by the Board, that would alow trading between
different owners of units and alow the use of banked emissons creditsin the NOx

emissons compliance demongtration.

iv-)  Adding provisonsfor early reduction credits to be used in the NOx emissons

compliance plan.
Changes under Article 4 (Rule 4-4)

V-) Deeting the provision that pertains to the seasona applicability of the NOx RACT
requirements.

vi-)  Ddeting provisonsthat provide an exemption from the RACT requirement for any steam
generating unit, process heater or gas turbine with arated capacity of lessthan
100,000,000 Btu per hour and any combustion unit with arated capacity of lessthan
50,000,000 Btu per hour.

vii-)  Deeting the provisions that provide for an emisson dlocation system to meet the RACT
requirement.

Estimated Economic Impact
1. Changesin 9-VAC-5-40, Article 8 (Rule 4-8)

In addition to this proposed regulation, DEQ has proposed another regulation known as
the NOx SIP cdll regulation (Nitrogen Oxides State Implementation Plan cdl). The proposed
additionsto Article 8 of this regulation and the NOx SIP cdl regulation are dternatives to each
other. If the NOx SIP cdll regulation is adopted in the future, the proposed additionsto Article 8
will be removed prior to find adoption. The NOx SIP cal regulation is based upon a program
developed by EPA with the same name. There is uncertainty about the future of NOx SIP cll,
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asitslegdity is currently being chalenged in the U.S. Supreme Court. If NOx SIP cdl is struck
down, then the additions to Article 8 will be kept.*

Overdl, the proposed amendmentsto Article 8 are less stringent than the standards under
the NOx SIP cal. Thus, compared to the costs of emission reductions required by NOx SIP call,
the costs of emission reductions under the proposed regulation would likely be considerably
lower. EPA has conducted extensive anadlys's on the costs and benefits of the NOx SIP cal
program. Datafrom that research will be reported in thisanalysisin order to express an
estimated upper bound on potentia costs due to the enactment of this proposed regulation. Inthe
remainder of thisanalysis, al quoted monetary values are in terms of 1990 dollars

1.1  Adding provisionswhich establish emission standardsfor nitrogen oxidesfrom
EGUs and Non-EGUs:

The proposed regulation reads as follows:

B. No owner or other person shall cause or permit to be discharged into the

amosphere any nitrogen oxide emissons in excess of 0.25 Ib/mmBtu of heat

input or 65 percent reduction from 1990 emission rates (Ib/mmBtu), whichever is

less sringent, from any eectric gener ating unit.

C. No owner or other person shall cause or permit to be discharged into the

amosphere any nitrogen oxide emissonsin excess of the levels specified in Table
4-4C of 9 VAC 5-40-311 or 46 percent reduction from 1990 (or another year

more representative of normal operating conditions) emission rates (IlimmBtu),

whichever is less gringent, from any non-electric gener ating unit.

The Department of Environmental Qudity (DEQ) has emission and heet input records for
1996. According to these records, the 64 EGUs in Virginia emitted 54,539 NOx tons per ozone

season in 1996. Some of these sources were operating above the 0.251b/mmBtu standard and

! Source: Department of Environmental Quality

2 | nflation adjusted value of a 1990 dollar would be 22.2% higher in the 3" quarter of 2000 as the Gross Domestic
Product Implicit Price Deflator was 87.74 in 4h quarter of 1990 and was 107.24 in the 3 quarter of 2000.

Source: www.economagic.com
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some were operating below. The sources operating below the standard could have been credited
with NOx emissions equd to the difference between the actua emissions and what is required by
the 0.25lb/mmBtu standard. The sources operating above the standard would have needed to
purchase NOx emissions by an amount that is equal to the difference between the actud
emissons and what isrequired by the standard, or reduce emissions to meet the standard, or a
combination of both. Given the 54,539 tons of actuad NOx emissonsin 1996, it is estimated that
27,289 tons of NOx would have been permitted to be emitted under the 0.25lb/mmBtu standard.
This would mean that the EGUs would have been required to reduce NOx emissions by 27,250
tons. Under the 65 percent adternative rule, EGUs would be alowed to emit only 19,089 tons of
NOx which trandates into 35,450 tons of reduction in NOx emissons. Thus, it is more relevant

to use 27,250 tons of NOx emission reductionsin cost estimates since the 0.25/b/mmBtu

dandard isless stringent. By using the EPA’s estimated cost per ton of NOx emissions reduced,
combined with the estimated required NOx reductions, the cost associated with the proposed new
standard can be approximated.

Data provided by DEQ indicates that the 13 Non-EGUs in Virginiatha will be subject to
these regulations emitted 7,388 NOx tons per 0zone season in 1996. DEQ) indicates that these
units would have had to reduce their totd NOx emissions by about 2,611 tonsto have met the
standards in 1996.

111 Costs
1111 Electric Generating Units
Costs to power industry:

According to EPA research, the cost per ton of Ozone season NOx removed is estimated
to be $1,140 and $1,126 in 2007 and 2010 respectively for the 0.25|b/mmBtu with trading, but
aso with acap on emissions. [8] Unlike the NOx SIP, the effective proposed provison of this
regulation does not have a cap; thus, the actual cost per ton is likely lower than the EPA etimate.
Our earlier cdculation indicated that if this regulation were in effect in 1996, EGUs would have
been required to reduce NOx emissions by about 27,250 tons. Based on an EPA projection, it is
likdy that the required NOx emission reductions will be somewhat smdler in future years.
Nevertheless, in order to set an estimated upper bound on projected costs to the power industry,
the 27,250 figure will be used in caculations for future years. Based onthese numbers, the
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estimated upper bound for costs to the power industry in Virginiawould be about $31 million
($1,140 x 27,250) in 2007 and $30.6 million ($1,126 x 27,250) in 2010.

Increasing power prices:

The EPA analysis of NOx SIP estimated that thet program would increase the price of
electricity by 1.2% to 1.6%. Equivdently, that would increase the price of eectricity by $0.001
per KWh. [8] Since this proposed regulation is less stringent than NOx SIP, the estimated costs
to producers, and costs passed on to consumersin the form of price increases, are not expected to
be as great asin NOx SIP. Nevertheless, in order to estimate an upper bound on the potential
price increase due to this proposed regulation, the EPA estimated figures will be used.

Industrial Users of Electricity:

Electricity is an essentid part of most indugtria production. Thus, higher eectricity
prices will increase production costs for most industries. The size of the effect will depend on
how much dectricity is employed in the production process. 1n 1994, the manufacturing sector
used 0.25 kWh of dectricity per dollar output. [8] Based on this ratio and the estimated
electricity priceincrease by EPA for NOx SIP, the average industry is expected to experience at
mogt a0.03 cent increase in costs per dollar of shipments or 0.05 cent increase for each dollar of
vaue added. [8] Thus, it does not appear that the estimated higher prices are sgnificantly
detrimentd to indudtria users of dectricity. This effect is not evenly digtributed among dll
industries, snce some indudtries require proportiondly higher eectric usage per dollar output.
This effect may be better understood if one looks at different industries. As can be seenin Table
1 below, even the industries that proportiondly use the most dectricity do not experience an

increase in production costs exceeding a quarter of one percent.
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Tablel

Potentia Impacts of Electric Rate Increasesin 2007 on Vaue Added and Vaue of Shipments as

Percentage Increase for Energy- Intensive Indudtries.

Industry Vaue Added Vdue of Shipments
Primary Metds 0.00% 0.09%
Petroleum and Coal Products 0.13% 0.03%
Textile Mill Products 0.12% 0.05%
Stone, Clay, and Glass Products 0.10% 0.05%
Paper and Allied Products 0.09% 0.04%
Chemicals and Allied Products 0.09% 0.05%
All Other Manufacturing 0.03% 0.01%

Source: [8], pp. 6-38.
Household Users of Electricity:

Similar to industry, households rely on electricity aswell. In 1993, an average household
used 10,000 kWh. [8] Thus, the EPA projected increase of $0.001 in dectric costs per kWh will
consume $10 from an average household' s budget in ayear. Keeping in mind that this an upper
bound of the estimated impact of this proposed regulation, it does not appear that the increasein
cost to consumers for eectricity due to this proposed regulation would be cumbersome.

1112 Non-electric Generating Units

These units are indugtria boilers, combustion turbines, and other stationary sources.
Based on data from the EPA research, and following a smilar method described for EGU
sources, the upper bound for potentia cost to Non-EGU sources is estimated to be about $3

million.
1113 Adminigrative Coststo State of Virginia

The proposed regulation will add to the responghbilities of DEQ. To adminigter this
regulation, DEQ will conduct on-going auditing of sources, certification of monitoring plans, and
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handling permits. EPA’s per unit cost estimates for these activities are $1,698 for auditing, $0-
$566 for certification of monitoring plans, and $115 for permitting, review, and gpprova of
electric generating and non-eectric generating units. [8] Moreover, there will be additiona
adminigrative costs associated with other units. The tota administrative costs will partiadly
depend on the number of units that choose to opt in the standards of the proposed regulation and
this creates uncertainty on the total administrative costs.

1.1.2 Benefits

Reducing NOx emissions can be beneficid in severd ways. Dueto data and time
limitations, a quantitative estimate of the benefits of the proposed amendments cannot be
determined. A quditative description of the potentid benefits follows.

Health Related Benefits;

A broad range of adverse hedlth effects are associated with exposure to high ozone and
particulate matter (PM) levels and NOx emissons play an important role in formation of both
ozone and PM. Thus, by reducing NOx emissions, citizens of the Commonwedth may be
affected by fewer or less severe hedlth problems.

Premature Mortality. Premature mortaity has been associated with exposure to high ozone
and PM. Reductions in mortdity is one of the drivers of the NOXx reduction benefits. The mean
vaue of agdtidticd lifeis estimated to be $4.8 million. [9] Both acute exposure (exposure on a
given day) and chronic exposure (exposure more than ayear) may result in premature

mortdity. [9]

Hospital Admissions. Most people would be willing to pay to avoid hospita admission
resulting from NOx emissons. At aminimum, willingnessto pay (WTP) to avoid hospita
admissions includes the amount of medica expenses. [9] In addition, most people would be
willing to pay to avoid pain and suffering associated with illness. Furthermore, to some extent,
medica expenses create additional costs to society through subsidized medica insurance.

Bronchitis, Acute Respiratory Symptoms. Bronchitisisamorbidity effect of NOx emissons.
It can last from theinitid stage of theillnessto the rest of the patient’slife. Respiratory
problems associated with NOx emissons including runny or stuffy nose, wet cough, burning,

3 Estimates of the value of a statistical life vary between 0.6 and 13.5 million.
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aching, red eyes, cough, chest pain, phlegm, and wheeze can occur outside of bronchitis as well.
[9] Clearly, the reduction of respiratory problems due to NOx emission reduction would be
bendficid.

Worker Productivity. Improved ozone air qudity has been determined to contribute to worker
productivity. Thisimpact is measured by EPA as the change in income in response to changein

exposure to ozone. It isfound that 10 percent reduction in o0zone increases income by 1.4%. [9]

Minor Restricted Activity Days. Air pollution associated with NOx emissions may redtrict a
person’s activities as aresult of certain symptoms such as eye irritation or a combination of
symptoms. [9] The economic value of the remova of restrictionsin a certain activities can be
considered a benefit.

Other Benefits:

Society benefits from the reduced air pollution beyond the hedlth effects dready
mentioned. These other benefits include positive impacts on plants, animas, structurd materids,
vighility, and ecosystemn functions. [9]

Commaodity Agricultural Crops. Some commodity crops such as corn, cotton, peanuts,
sorghum, soybean, and winter wheet are ozone sensitive. High levels of ozone cause someyied

loss for these crops.

Commercial Forests. Commercidly important mature trees are adversdy affected by
increasing ozone levels. [9] Thus, the forestry sector islikdy to benefit from the NOx emisson
reductions. The benefits on increased yield of commercia forests due to reduced NOx emissons
are likely to appear many years in the future as the harvesting cycle of commercia forests tend to
be long and cumulative effects of higher growth rate tends to build up fast.

Nitrogen Deposition. Excessamounts of nitrogen load isfound to be detrimentd to the qudity
of certain waters. [9] Examples of these adverse effects include brown and red tides, low
dissolved oxygen in bottom waters, the loss of submerged aguetic life, and Sgnificant shiftsin
phytoplankton community structure. Reductionsin NOx emissions could reduce the incidence
and severity of these types of effects. Additiondly, reductionsin nitrogen deposition from the
amosphere could reduce the need for costly water quality controls.
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Household Soiling Damage. The Commonwedth will benefit from the reductions of NOx
emissons as architecturad materials and culturally important articles may be aestheticaly or
gructuradly damaged by air pollution. [9] Similarly, reductionsin NOx emissons will reduce the
soiling of households caused by PM.

Visbility. Resdentid and recreationd vishility has an economic vaue. People are willing to
pay to improve vishility. [9] Thus, higher vishility achieved by reducing the gases and agrosols
that scatter, and absorb light will add to the benefits of reduction of NOx emissions.

1.1.3 Comparison of Costs and Benefits

The estimated upper bound for total costs of this proposed amendment to the EGUs and
Non-EGUs s estimated to be approximately $34 million per year. Part of those costs will be
recouped by the power firms by passng costs on to consumersin the form of price increases.
DEQ will face additiond adminigtrative costs on amuch smdler scde. Given the limitations of
data and time, a quantitative estimate of the benefits of the proposed amendment cannot be
determined. Thus, an accurate estimate of the net benefit cannot be assessed. Nevertheless, it
can be said that if the public vaues the various benefits that result from the NOx reductions due
to this proposed regulation cumulaively by more than $34 million per year, than the proposed
amendment produces a net benefit.

1.2  Adding provisonsfor a NOx emisson compliance demonstration that allows

emission rate averaging.

If asource' s actual emission rate for a unit is below the prescribed rate of .25 [b/mmBtu,
it “generates’ dlowances in an amount equal to the difference between its prescribed and actua
rate multiplied by the hegt inputs. If the source' s actual rate is above the prescribed rate, it must
acquire alowances to cover the difference between its prescribed and actua rate multiplied by its
actud activity leve (heat input). For sources that have more than one unit subject to the
prescribed rate, emissons-averaging permits the source to average the emissions between the

units.

Example: A source has severa units subject to the prescribed rate. Some of those units
operate below the prescribed rate and some operate above. The units operating below the
prescribed rate “ generated” alowances that can be used to offset the extra emissions generated
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by the units operating above the prescribed rate. Emissions-averaging alows the source to
average the emissons among dl the units. If the average is a or below the emissons alowed
based on the prescribed rate, the source is considered in compliance. If the average is above the
amount alowed based upon the prescribed rate, then the source must buy additiona alowances
within the timeframe identified for the “true-up” period (November 1) or otherwise be

consdered out of compliance.

Adding this provison will dlow sources that have more than one unit to emit at above
the 0.25 Ib/mmBtu rate a one or more of their units. Thus, the costs of compliance for sources
with at least one unit that operates above the prescribed rate will be lower with the averaging
provision. On the other hand, since such sources may have otherwise met the standard by
reducing their emissons, dlowing averaging may result in asmdler totd reduction in NOx
emissons. Thiswould reduce the totd potential benefit of the proposed regulation.

1.3  Add provisonsfor aplan, approved by the Board, that would allow trading
between different ownersof units and allow theuse of banked emissions creditsin

the NOx emissions compliance demonstr ation.

For the EGUs in Virginia, it is possible to caculate the potentia effects of trading on the
amount of NOx emission reductions. For example, EGU units emitted 54,539 tons of NOx into
the Commonwedth air in 1996. If no trading were alowed under .25 [b/mmBtu standard, and
sources that operated above the standard instead operated at the standard, total emission would
have been 25,534 tons. However, some of the sources with efficient control technologies
emitted below the sandard. It is estimated from individua emission rates thet the efficient
control technology firms would have been legdly adlowed to emit another 1,755 tons of NOx. If
trading is not alowed, these sources would not be able to capitaize on their efficient technology
by sdling 1,755 tons of NOx emission credits to those with inefficient control technologiesin
need of these credits. Similar mutualy beneficid trading opportunities will likely apply to Non-
EGUsaswdl. Note that the actua NOx emissons would increase, but at the sametime, the
incentivesto ingd| efficient control technology would be created.

It should dso be noted that transaction costs may deter what otherwise would be mutualy
beneficia trading of credits between sources that operate below and above the emission standard.

If there is uncertainty in whether a source, which believes that its emissons are or will be below
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the standard, will have its emission rate approved for credit trading, sources will be lesslikely to

make contracts for emisson trading.

Also, itislikdy that firmswill experience lower emission reduction codts as the Sze of
the emisson-trading region is expanded. Thus, by alowing trade across Sate lines, a higher
level of cogt efficiency in NOx reductions can be achieved as compared to limiting the trade
within agtate. Under the proposed regulations, interstate trading is alowed with the Board's
goprova. Thus, depending on the magnitude of transaction costs associated with the Board's
gpprova process, this option may be beneficid to the emission sources.

Banking is another option that affects the potentia costs and benefits of this proposed
regulation. There are severd possible banking methods. For example, banking of emission
reductions after the start of the program, banking of early reductions, banking from an earlier
phase of the program to a later phase are possible. Any of these banking systems can possibly
operate under the proposed regulation provided that the Board approves the banking plan
submitted by the sources. Moreover, the proposed regulation alows early reduction credits
during 2002 and 2003 and these can be carried over until 2005.% In 2004, if the actud emissions
are lower than what is required, then these credits can be carried over indefinitdly. An emisson
alowance program with trading and banking can create reductions higher than what is required
in one season.  Thisis true because the banking option alows the saving of alowancesfor usein
alater ozone season.  The banking option encourages early reductions, provides flexibility for

compliance, and reduces costs of compliance. [8]

On the other hand, if the credit bank were to grow large enough, then a sudden surgein
the use of banked credits could greetly increase emissions during one ozone season. It is
certainly mathematicaly possible that the unlimited banking of credits could lead to aviolation
of ar qudity standards a some point in the future. However, it is not yet known how many
creditswill be banked or what use patternswill be like. The banking of credits and the use of
banked credits should be tracked carefully to ensure that banking does not cause violations of air
quality sandards or interfere with achieving the required rate of progressin gpproaching
atanment in northern Virginia

* A detailed discussion on early reduction creditsis provided in section 1.4.
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1.4  Add provisionsfor early reduction creditsto be used in the NOx emissions

compliance plan.

The only way to generate an emission credit is to operate a unit below the prescribed
emisson rate. Any credits generated can be banked. Early reduction credits (ERC) can be
generated during the 2002 and 2003 0zone seasons provided they meet certain requirements.
These ERCs are only vaid until October 1, 2005, a which timethey shdl beretired. Any
credits generated after the 2003 season may be banked, used in emissions averaging, used in
future years, or sold. Note that the ERC option islikely to encourage the sources to start
reducing their emissions before 2004 when the compliance must be demonstrated. The ERC

option provide incentives to ingtd| the control equipment as early as 2002.
2. Changesin 9-VAC-5-40, Article 4 (Rule 4-4)

The State of Virginia submitted the provisons of Rule 4-4 to EPA for approva. Upon
review, EPA did not approve some of the provisons and DEQ is proposing to delete these
provisons to be consstent with federa requirements. These provisons are only applicablein
“serious’ ozone non-attainment areas; currently that is only Northern Virginia. Other areas of
the state would not be affected unless they were determined to be non-attainment areas and the

state determined that RACT was needed as a control measure in those aress.

If these provisions are not removed, the possible consequences to the Virginia sources
affected by this rule would be trying to comply with state and federd rulesthat are not
consstent, and therefore, subjecting themsalves to possible violations of the federd rule. The
emission standards proposed to be removed were enforced in the past for the sources subject to
Article4. Article 4 gppliesto sources not covered by other rules; such as fuel-burning equipment
or processes. The changes being proposed to Article 4 apply only to sources with potentia
emissions greater than 50 tons per year of NOx. It dso only applies to sources for which the
state must determine RACT on a case by case basis. Article 4 does not set specific emission
limits, but is a procedurd rule to form the bas's for making case-by-case RACT determinations
to reduce emissons. There is one exception to this generdity. Section 9 VAC 5-40-311
provides ageneric RACT determination for certain types of sources. Those source types may
choose to use the generic RACT determination or may request a case-by-case RACT

determination.



Economic impact of 9 VAC 540 13

2.1 Deetetheprovision that pertainsto the seasonal applicability of the NOx RACT

requirements.

This changeis proposed because EPA requires year round applicability. Remova of
seasond applicability will affect Virginia Power only, since it was the only source subject to
Rule 4-4 that chose to use the generic RACT determination, and seasond gpplicability was
alowed only in the generic RACT. All other sources chose to operate under case-by-case
determinations of RACT. The remova of the seasond applicability provison will result in
additiond required emisson reductions from Virginia Power, but those reductions will take
place during the colder months and have little or no impact on attainment or maintenance of the
ozone air quality standard.® Thus, the benefits of this proposed change on ozone air quélity are
gmdl. However, possible violations of the federa rule will be avoided. On the other hand,
Virginia Power will incur costs. Based on the case-by-case RACT determination data, DEQ
estimates that the power company will reduce 2,890 tons of NOx per year, with gpproximately
1,200 tons taking place during the ozone season. The associated costs of reducing NOx
emissions by 1,690 tons outside the 0zone season are expected to be rdatively small, because
most of the cost of the control equipment would have to be spent in any case. The only costs that
occur during the remainder of the year and that could have been saved by the use of the seasond
gpplicability provision are operation and maintenance cosis.

2.2  Ddeteprovisgonsthat provide an exemption from the RACT requirement for any
steam generating unit, process heater, or gasturbinewith arated capacity of less
than 100,000,000 Btu per hour and any combustion unit with a rated capacity of less
than 50,000,000 Btu per hour.

The number of plants that would have been exempt if EPA would have accepted the
exemptionsis 9, and the number of units a these plantsis 126, dl in the Northern Virginia Area
According to DEQ, most of the options for the RACT determinations made for these units did
not involve the ingalation of control equipment, because it was not economicaly feasble. Most
of the RACT determinations require the sources to (1) perform annua evauation and adjustment
of combustion process, (2) operate according to manufacturer’ s specifications; (3) utilize proper

operation and good combustion practices, etc. These requirementsinvolve minima costs. In some

5 Source: DEQ
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cases, the units were replaced by new units that must meet the more restrictive requirement to
use best available control technology (BACT). However, the replacement of the units was not
done to meet the RACT requirement but done as a separate business decision.® Replacement of
equipment is an ongoing enterprise by businesses and the use of BACT for new equipment isthe
gtandard in such cases. Therefore, the new equipment was aready in place or planned to bein
place when the RACT determinations were being made. Since meeting the RACT requirement
involves minima costs and the replacement of the equipment is a part of norma business, the
costs and NOx reductions are expected to be minimd.

2.3 Dedetetheprovisonsthat providefor an emission allocation system to meet the
RACT requirement.

The emisson dlocation sysem isavariation of the emissonstrading rule and is one way
to average the emission reduction requirements over severd units, thus reducing the cost of the
compliance. Similar to the other proposed changes under Article 4, this change was necessary
because this provison did not meet EPA policy. This particular change will affect only Virginia
Power because it is the only facility that opted to use the generic RACT determination and it has
severd units. By averaging emissions from different units, Virginia Power would have been able
to comply with the standards without incurring extracosts. However, DEQ indicates that that
would giill be the case. Virginia Power is known to have a new non-attainment permit that is
more stringent than any RACT determination and, therefore, supercedes any RACT
determination. In this case, the cost of meeting the standards by ingtalling new controls should
be attributed to the other permit requirements, which isindependent from this rulemaking.

Businesses and Entities Affected

Proposed changes in Article 8 will directly affect the 64 dectric generating units, and 13
non eectric generating units. As discussed in the Estimated Economic Impact section, proposed
changes will effect industries and consumers the Commonwesalth who use dectricity. Proposed
changes under Article 4 will primarily affect Virginia Power. In addition, 9 plants with 126 units
will be subject to this article because of the proposed change to the Size exemptions.

6 Source: DEQ
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Localities Particularly Affected

Provisons of Article 8 gpply throughout the Commonwedth. Provisions of Article 4 will
affect the NOx emisson unitsin Northern Virginiasnce thisareaiis classfied as a serious non
attainment area. However, the other areasin Virginiamay experience changesin ozone air
quaity and subsequently be subject to Article4. In this sense, changesto Article 4 apply
throughout the Commonwed th.

Projected Impact on Employment

The proposed amendments to this regulation will likely encourage the reduction in NOx
emissons. To achievethisresult, power companies will have greater incentive to obtain
relatively “cleaner” sources of energy. Demand for relatively “dirty” sources of energy, such as
coa may decrease. Thus, asmadl negetive impact on employment in the cod mining industry,
and the cod transport industry may occur. On the other hand, the natural gas production
industry, and the dectric generation unit operation industry are expected to enjoy dightly larger
employment increases. The net employment in these industries is expected to cumulatively
increase by less than 20 jobs.” Employment in the operation of air pollution control equipment
may temporarily increase by alarger magnitude annualy until 2004.

Effects on the Use and Value of Private Property

Efficient NOx emission control equipment and the rdaively “cdeaner” inputsused in
power generation, such as natura gas are expected to be used reatively more. Inputs that
produce higher levels of NOx, such as cod, are expected to be employed rdatively less. The
profitability, and consequently the value of firmsthat utilize eectric generating units and non
electric generating units that emit NOX at rates above the proposed standards, may decline.
However, some of these businesses may employ efficient control technologies, and by sdling
their emission credits, may increase their profitability and their values. The value of businesses
that derive their profits from coa and natura gas may experience a smal decrease and increase
in vaue, respectively. Findly, the busnesses whose value is positively associated with ozone air
qudlity, such asforestry, are expected to enjoy dight value increases.

" Source: analysisin [7] used as an upper limit for possible employment effects of this proposed regulation.
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